
 UNITED STATES BANKRUPTCY COURT 
 DISTRICT OF MINNESOTA 
 
In re: 
 BKY 02-90781 
Jamco International, Inc., 
 NOTICE AND OBJECTION 
 TO CLAIM(S)          

Debtor(s). 
------------------------------------------------ 
 
 

PLEASE TAKE NOTICE that the Court will hold a hearing on this objection on October 4, 
2004, at 2:30 p.m. in Courtroom 228B, 228 Federal Bldg., 316 North Robert Street, St. Paul, Minnesota, 
or as soon thereafter as counsel can be heard.  Responses to this objection shall be filed and delivered no 
later than September 23, 2004, at 2:30 p.m., which is seven (7) days before the hearing, or mailed no later 
than September 20, 2004, which is ten (10) days before the hearing.  IF NO RESPONSE TO THIS 
MOTION IS TIMELY FILED THE COURT MAY GRANT THE MOTION WITHOUT A HEARING.  
 

John A. Hedback, trustee, hereby objects to the claim(s) described below, and supports the 
objection(s) as follows: 
 

1.   John A. Hedback is the trustee in the above-referenced bankruptcy case.  This case is 
pending before this Court. 
 

2.   This Court has jurisdiction over this matter under 28 U.S.C. Section 157 and 1334.  This 
objection is brought pursuant to 11 U.S.C. '503, Bankruptcy Rule 3007 and Local Rule 505. This matter 
is a core proceeding.  
 

3.   This objection relates to the following claims: 
 

Claim No. 22, in the amount of $130,000.00, filed by James Machen on August 4, 2003, 
as an administrative expense claim. 
Claim No. 24, in the amount of $90,000.00, filed by James Machen on September 23, 
2003 as a priority wage and an unsecured claim. 

 
 

4.  As indicated in the attached affidavit and memorandum, trustee believes these claims are 
unfounded and should not be allowed against the bankruptcy estate. 
 

WHEREFORE, the trustee requests an order as follows: 
 

(A)   Disallowing the above claims in its entirety; and 



 
(B)   Granting any other relief the Court deems just and proper. 

 
Dated:  August 23, 2004    ___________/e/ John A. Hedback________ 

John A. Hedback, #142438 
2855 Anthony Lane South, Suite 201 
St. Anthony, MN 55418 
(612) 436-3280 

 



 
UNITED STATES BANKRUPTCY COURT 

 DISTRICT OF MINNESOTA 
In re: 
 BKY 02-90781 
Jamco International, Inc., 
 
 AFFIDAVIT         

Debtor(s).    
------------------------------------------------  
 
 John A. Hedback, being duly sworn under oath states and averts as follows: 
 

1. I have been appointed interim Chapter 7 trustee in the above entitled case. 
 
2. I have reviewed the schedules filed by Debtor in this case on April 26, 2002, executed by 

James Machen. There is no reference in those schedules to James Machen being owed pre-petition wages. 
In response to question 23 of the Statement of Financial Affairs the Debtor indicates there were no 
“withdrawals or distributions credited or given to an insider” in the year prior to the filing. Debtor amended 
those schedules on July 8, 2002, and again there was no disclosure of an obligation due Machen. 

 
3.      I have reviewed the Plan of Reorganization and Disclosure Statement filed by Debtor in this 

case on July 3, 2002, and the First Amended Plan of Reorganization and the First Amended Disclosure 
Statement filed by Debtor on August 29, 2002. Both documents were executed by James Machen. There is 
no reference in those schedules to James Machen being owed pre-petition or post-petition wages. The First 
Amended Disclosure Statement at page 19 indicates that Machen will receive a salary of $54,000 in the first 
year after confirmation of the plan. 
   

4. I have reviewed some of the monthly reports filed by Debtor with the United States Trustee, 
and executed by Machen. None of these reports disclose an accrual of post-petition wages. 

 
5.  I have reviewed the Final Report Upon Conversion filed by Debtor with the Court, and 

executed by Machen. This report does not disclose an accrual of post-petition wages. It shows receipts and 
disbursements totaling approximately $22,500 during the period Debtor was in Chapter 11. 

 
6. According to claim 25 filed by Mahlega Absharafat she loaned Debtor, or paid expenses on 

behalf of Debtor, totaling $65,823.61. These loans were never disclosed by Debtor to the Court in any 
pleading including the Final Report. 

 
7. Your affiant took physical possession of Debtor’s offices and building on or about June 10, 

2003.  Your affiant met with Machen at that time. Most of the company records were in piles on the floor 
or thrown into boxes throughout the offices of the building, which were on the second floor and not affected 
by the flooding. The records that were there were older and without substantial value. Machen informed 





 
UNITED STATES BANKRUPTCY COURT 

 DISTRICT OF MINNESOTA 
In re: 
 BKY 02-90781 
Jamco International, Inc., 
 
 MEMORANDUM         

Debtor(s).    
------------------------------------------------  

 
John A. Hedback, Trustee, (Movant(s)) hereby submit its memorandum of law in support of its 

Objection to Claim (Motion). 
 

FACTS 
 
 This case was commenced by the filing of a voluntary Chapter 11 proceeding on or about April 5, 
2002. The case was converted to one under Chapter 7 on May 27, 2003.  
 
 Prior to the filing of the bankruptcy proceeding Debtor had been in the business of selling 
promotional goods and services and had annual sales of as high as $4.5 million dollars . However, Debtor 
lost its major customer in 2000. (see Debtor’s Disclosure Statement dated July 3, 2002, pages 5-7). 

 
James Machen was, prior to the filing of the bankruptcy and during it, the primary officer, 

shareholder and director of Debtor. He signed the bankruptcy schedules, plan of reorganization, disclosure 
statement, affidavits contesting conversion, and final report upon conversion. 
 
 As indicated in the attached affidavit, none of the documents signed by Machen listed a claim by him 
against the estate of any kind. The only reference to him receiving a wage was a statement in the disclosure 
statement that he would receive a wage after confirmation of a plan starting at a rate of $72,000.00 per year 
(Debtor’s Disclosure Statement dated July 3, 2002, page 17). 
 
 Machen executed and caused to be filed on July 11, 2003, the Final Report of Debtor as Debtor in 
Possession. In it he asserts that the total receipts during the 13 months that the company was in Chapter 11 
was the sum of $22,596. He does not indicate in that filing that he has a pre-petition or post-petition wage 
claim. 
 
 During the administration of the bankruptcy Debtor did nominal business. It was sporadic in filing 
United States Trustee reports. It allowed a foreclosure sale to take place on its major asset. If the claims 
filed by Mallie Sharafat are correct it entered into executory contracts without obtaining court approval and 
incurred over $65,000 in debt during the Chapter 11 without court approval. (see claims 19 and 25). 
 



ARGUMENT 
Section 501 provides that a creditor in a case may file a proof of claim. 

 
Section 502(a) provides that a claim filed in a case is allowed unless a party in interest objects.  

 
 Bankruptcy Rule 3001(f) provides that a proof of claim properly filed constitutes prima facie 
evidence of the validity and amount of the claim. If an objection is filed, the objector must come forward 
with evidence rebutting the claim or the claim will be allowed. However, if the objecting party produces 
such evidence, the burden of proof shifts to the claimant to produce evidence of the validity of the claim. 
In re Fiterman 1999 WL 1044811 (Bkrtcy. D. Minn. 1997). 
 “In other words, once an objection is made to the proof of claim, the ultimate burden of persuasion as to 
the claim's validity and amount rests with the claimant."In re Oriental Rug Warehouse Club, Inc., 205 
B.R.407, 410  (Bkrtcy. D. Minn. 1997). (citing In re Harrison, 987 F.2d 677, 680 (10th Cir.1993); In re 
Allegheny Int'l, Inc., 954 F.2d 167, 173-74 (3rd Cir.1992)). 

 
Section 502(b) provides that if an objection is made a claim shall be allowed unless it can be shown 

that the claim is unenforceable against the debtor or property of the debtor. Trustee contends first that 
Claimant should be estopped from asserting his claim. Judicial estoppel is an equitable principle that 
"generally prevents a party from prevailing in one phase of a case on an argument and then relying on a 
contradictory argument to prevail in another phase." New Hampshire v. Maine, 532 U.S. 742, 749; 121 
S. Ct. 1808; 149 L. Ed. 2d 968; 2001; quoting Pegram v. Herdrich, 530 U.S. 211, 227, n. 8, 147 L. Ed. 
2d 164, 120 S. Ct. 2143 (2000). As indicated above Machen filed numerous pleadings in which he failed 
to assert a claim.  
 

Section 502(b)(4) provides that after an objection is filed a claim shall be allowed, “except  to the 
extent that… 

(4) if such claim is for services of an insider or attorney of the debtor, such claim exceeds the 
reasonable value of such services;…”. 

 
“Where a claim is asserted by an insider …and where the transaction giving rise to the claim is 

challenged, it is well-established that the burden is on the insider-claimant to show the inherent fairness and 
good faith of the challenged transaction. See, Equibank v. Dan-Ver Enterprises, Inc. (In re Dan-Ver 
Enterprises, Inc.), 86 B.R. 443 (Bankr.W.D.Pa.1988). It is also accepted that an insider's claim may be 
allowed only for the reasonable value of the claim. See, 11 U.S.C. § 502(b)(4); In re Tamarack Trail Co., 
30 B.R. 99, 101 (Bankr.S.D.Ohio 1983). Where the claimant is an insider, or where the creditor exercises 
control over or domination of the debtor, his dealings with the debtor are subject to strict scrutiny. Pepper 
v. Litton, 308 U.S. 295, 306-07, 60 S.Ct. 238, 245-46, 84 L.Ed. 281 (1939).” In re All-American 
Auxiliary Assoc., 95 B.R. 540, 544 (Bankr.S.D.Ohio.1989). 

 
Trustee contends that first the amount of the alleged claim is not reasonable. During the period these 

claims are asserted the Debtor did almost no business. Several of the projects, leasing the facilities, finding 
new clients, arranging financing to avoid foreclose for example, were not successful. Trustee can obtain 
testimony that the books and records were in a substantial disarray at the time of conversion and that, based 



on claims filed, the reports filed by Machen on behalf of the company were inaccurate. Under these 
circumstances, Trustee contends that Machen’s services were did not have the claimed value of over 
$100,000 per year. 

 
In sum, Trustee contends that it is substantially inequitable for Machen to receive over $200,000 for 

wage claims which he consistently failed to disclose for a business that had a small amount of activity. 
Trustee requests that these claims be disallowed. 
 

Hedback, Arendt & Carlson, PLLC  
 

Dated: August 23, 2004    /e/ John A. Hedback 
John A. Hedback,  #142438 
2855 Anthony Lane South, Suite 201 
St. Anthony, MN  55418 
(612) 436-3280 
Attorneys for Movant 

  



UNITED STATES BANKRUPTCY COURT 
 DISTRICT OF MINNESOTA 
 
In re: 
 BKY 02-90781 
Jamco International, Inc., 
 
 
 UNSWORN DECLARATION FOR 

Debtor(s). PROOF OF SERVICE            
---------------------------------- 
 

The undersigned, being an employee of Hedback, Arendt & Carlson, PLLC, attorneys licensed to 
practice law in this Court, with an office address of Suite 201 Anthony Place, 2855 Anthony Lane South, 
St. Anthony, MN  55113, declares that on the date below, I served the following: 
 

1. Notice and Objection to Claim(s), together with a copy of the proofs of claims attached to 
the objection; 

2. Affidavit; 
3. Memorandum; 
4. Proposed Order; and  
5. Unsworn Declaration for Proof of Service (except as to the individual claimants, they 

received only a copy of their particular claim, and not a copy of all claims)    
    
upon each of the entities named below by mailing to each of them a copy thereof by enclosing same in an 
envelope with first class mail postage prepaid and depositing same in the post office at St. Anthony, MN  
addressed to each of them as follows: 
 
Morton Family Ltd. Partnership 
c/o Mark Selterman 
4301 Hwy 7 #100 
St. Louis Park, MN  55418 
 
 
 
 

James Machen 
11631 Walters Way 
Eden Prairie, MN  55347 
 
Office of United States Trustee 
1015 US Courthouse  
300 South Fourth Street 
Minneapolis, MN 55415 

 
and I certify under penalty of perjury, that the foregoing is true and correct. 
 
 
 
 
Dated: August 23, 2004    ___________/e/ John A. Hedback________ 

















 
UNITED STATES BANKRUPTCY COURT 

 DISTRICT OF MINNESOTA 
 
In re: 
 BKY 02-90781 
Jamco International, Inc., 
 
 ORDER REGARDING         
 CLAIM(S)                   

Debtor(s). 
------------------------------------------------ 
 
 

This case came before the Court on the Trustee's objection(s) to claim(s).  Appearances were 
noted on the record.  Based on the file, record and proceedings herein, 
 

IT IS HEREBY ORDERED:  
 

Claim No. 22 and Claim No. 24 are disallowed in their entirety.  
 
 

BY THE COURT 
 
 
 
Dated: ________________    _____________________________ 

U.S. Bankruptcy Judge 


